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OFFICE OF REPORTS AND ESTIMATES, CIA
PAR EAST/PACIFIC DIVISION

INTELLIGENCE HIGHLIGHTS NO. 101
17 MAY to 23 MAY 1950
SECTION I, SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS
Recent indications that the Chinese Communists desire to establish

diplomatic relations with Rangoon foreshadow attempts to strengthen or-
thodox Communism in Burma (p. 2).

The success of economis stabillization measures adopted by the Re-
public of Korea depends on implementation by mediocre officials (p- 3).

the evacnation of the Chou Shans by the Nationalists w revive the eco~
nomy of the south China ports but will not restore thoir former levels

~of trade activity (p. 4).

Burmese Army victories over the Karens and Communists inereass the
possibility of stability in Burma (p. 5).

The Indoneslans are dissatiafied with the results of their miassion
to Moscos (p. 6).

An early development of a viable regional association of non~Commu-
nist Far Eastern states is dependent on the cutcome of the 26 May Baguio
Conference (p. 7).

Australia's ambitions for lsadership in Asia were dsshed by virtual
Commonwealth rejection of its plan of aid for Southeast Asia (p. 8,

NEWS NOTES

Students riot in Japan,..The US and Communist China barter cotton
and beans...An average harvest expected in China,..A "Soviet-~Chinese~Bur~
mese™ society formed in Rangoon...British accelerating anti~-terrorist
efforts...Philippine Congress adds to Quirino's woes.

(NOTE: Section IIT contains an analysis of the controversy in
Japan over the repatriation of Japanese FPOis by the USSR.

The marginal notations used in succeeding sections of this wWeekly
("a®, #Bn, or nCn) indicate the importance of the items in D/FE opinion
with MAY representing the most importent.
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SECTION II. DEVELOPMENTS IN SPECIFIED AREAS
GENERAL
- Pelping recognition mill threaten Burma-~The Chinese Communiats, aftar

stalling for several months, have apparently decided to establish diplo-
matic relatlons with the Government of Burma.

Peiping's acknowledgement of Burmese recognition last December -
Burma was the first non-Communist nation to recognize the Chinese Commu~-
nists -~ was almost insulting, and U Pas languished for months in Kunming
while the Communists delayed in transporting him to Peiping. It appoars
that the Peiping regime purnosely postponed receiving U Ps until an evalu-
ation of Burmese Communist capabilities could be made, Howaver, recent
Burmese government successes —- Prome was captured by government forces
on 19 Hay -~ have reduced the immediate prospects of the Burmese Commu~-
nists, and probably have convinced Peiping that recognition of a Burmese
Communist "government” at this time would be prematurs.

It is still possible that Peiping is not genulnely interested in es-
tablishing diplomatic relations with the -Burmese government, and that ne-
gotiations have been undertaken chiefly to probe Rangoon's vulnerabilities
to Communist pressure. uore probably, howaver, Peiping's desire to in-
stall its representatives throughout Southeast Asia will outwelgh all
other considerations, including ill-treatmsnt of Chinese in Burma and the
undefined portion of the Sino-Burmese boundary, and diplomatic missions
will eventually be exchanged. Burma will then be subjected to a two~
pronged attack by the Chinese Communists.

Peiping will first exert its influence on ths harassed and Marxist-
oriented Covernment of Burma -~ which has only rarely been abused in Pei~
ping's propaganda — and upon the many non-Commnist elements in Burma,
notably the left-wing Socialists, who are favorably disposed toward theo~
retical Communism in general and toward the Chinese Communists in parti-
cular. Secondly, Pelping's lialson with the Burmese Communists will be
strengthened; material support to the latter will be increased and the ex~
tension of Peiping's control over the overseas Chimese in Burma will be
accelerated. .hen all these objectives have bean achieved, the Chinese
Communists will be in a position to undermine the internal position of the
Burmese government while improving the capabilities of Stalinist adherents
in Burma.
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KOKEA

Economic progress in ROK?---The Republic of Keres (ROK), desplte itz re-
cent adoption of a numbar of realintic finencial and budgetary messures
as a result of Joint US-ROK Shabilizatlon Commistee recommendaticns and
the Hof fman-Achsson messages, has as yet failed to exsrt the maximum
effort necessary to stabilize the national ©COINHEY .

A balanced budgst for 1950 has been achievad on paper, and if maine
tained, will establish s sound bass for govermmental fiscal stability.
Recently enacted tax measures and more reslistic rates for ubilitles and
trapsporbation are expected to incraase governmental revenug. Urder bhe
impact of the atabilization program and seasonal contractliong, currency
in cireulaticn has declined o on &) billion (Won 900 equals US §1 ab
the official rabe of gxchange), Furthermore, prices of staple commodi-
ties {other than foodstuffs) have reperiedly deelined an avorage of -
30% zs a result of currency redusbions and of the newly instituted JSore
elgn exchange suction. :

Among the most serious of the ansolved financial problaems is Lhe ax-
parding overdraft with the Bank of Kores. &8 & 0DROGRGICY of purtizl
sattloment of cutstanding obligations from the previcus flscal year { end~
ing 31 Harch 1950), the overdraft incrsased Won 15 billien in ths month
of april to a paw high of almost 100 billien. ECA officlals in Horvea
fear that losns for the mrchase of rice conld mesult in en even grealer
expanslon of the deZicit ab ths and of fiscsl yoar 1951.

Troncnle stabilization messarss approved by the ROK will be oniy as

successful as their implementabtlon. while the elemsuis for finencial sba-

bility probably exisy in southern Korea today, bhe tesd of whabther stabl-

lity can be achieved or not lies with those lndlvidngis Lo the HOK govern-
mont responsiblae for implement.ing stabilizing maasures. To date, adminle-

trotive and operational medlocrliy on the govermment level and a lack of
comprehension of thas economie forces at woric have often tended to cansel
out progress made in the fisld of governmeni finance and the operation of

govarmment-owned industriss. In all, it appears that only limited advance~

gont, in tha solution of the ROK's fiamncial and economle problems Can ba
reaconably expscted during the next ysar.

CHINA
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Chou Shan evacuatlion to aid CC econcmy--Evacuation of the Chou Shan islands

and other blockade bases by the Nationallsts augure at least partial econo-~
mic recovery in the second half of 1950 for depression ridden Shanghal
and Canton. In the past months, the Nationalist blockade has besen perhaps
the principal cause of economlc distress in the coastal cities south of
the Yangtze. Shanghal has been particularly hard hit. Formerly the port
of sntry for about four-fifths of the country's foreign trade, Shanghal
has been for the past year virtually isolated from ocean shipping. '
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The loss of foreign trade brought toShanghala large-scale unem-
ployment problem. The major industry of the ciby - cotton textiles .
was badly hit by inability to import necessary supolies of rawm cotton
and Nationallst aireraft based on the Chou Shan imlands aggravated
this situation by their effective bombing of the city's electric power
statlons. The reduction in power available to the city's factorliss and
& decline in needed imports of raw materials threw perhaps a third of
Shanghai's workers out of work. In the opinion of some competent obser-
vers, the plight of the city, duplicated to a lesser extent In Canton
and other clties of south and central China, has been the mrincipal
cause for the decline in Communist prestige among the Chinese pecple
during the past several months.

The evacuation by the Nationalists of thelr offsiore bases has now,
however, reduced the effective blockade area Lo the vicinity of the Tai-
wan Straits. Shanghal and Canton, the principal ports of central and
south Chins, will be accessible to foreign shlpplng. Although the re-
asulting revival of trade promises substantlal economic recovery Lo thess
areas, thers are serious handicaps to a full restoration of pre-blockade
activity. In thes Canton area, extensive river piracy will continue a
deterrent to shipping. In Shanghal, the damage t¢ the city's power in-
stallations precludes an immediate rebound to former production levels.
Full restoration in Shanghai possibly alao awaits the clearing of mines
laid by the Nationalists in the Yangtze.

- Both in Shanghal and Canton, the withdrawal of many Chinsse ae well
as foreign businessmen will be an addltional factor to discourage the
complete revival of trade to former levels. In the lmmediate future,
government trading enterprises can fill only in part the vacuum left by
the closure of private firms, Furthermore, the announced intent of the
Communists to assign priority to reconstruction in Mancharia and morih
China and %0 encoursge the evacuation of factories and personnel f{rom
Shanghai and Canton may precluds, evan over a long-rangs period, the
full restoration of the south and central China areas to their former
levels of sconomic importance.

BURMA
Stability still improving--Burmese Government forces have very recently

captured Prome, the Communist "capital®” in Burms. This victory repre-
sents a second notable success against Iinsurgency within the past two
months and has eliminated the last important center in Burma under rebsl
control, PFurthermore, if the Government succeeds in reopening the Irra-
waddy River to Mandalay, the main concentratlons of Communist strength
will be wedped betwsen ths two Government~-conirolled Rangoon~Mandalay
corridors, Under such circumstances, the Communiste’ freedom of move-
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ment, access to sources of supplies and communications with foreign Commu~
nists will be restricted,

The Government's increased prestige, obtained at Communist expsnse,
is evidenced by reports that large numbers of the formerly Conmnist-ori-
ented Peoples Volunteer Organization (PVQ) are surrendering, secking am-
nesty or giving outrisht assistance to the Government forces. If this
tendency of the PV0O's to return to the Govermment fold continuess, the
Communists will be further isolated and Governmental authority restored
over consliderahble territory. Also, any resultant significant increass
of stability in Burma will permit the Government to prepare itself to
deal more sffectlively with Communist pressures exertad {rom beyond its
bordars,

Although encouraging progress has besn made toward stablility in Burma
and Primes Minister Thakin Nu ~- now in London — has announced his bellef
that the civil war is on the point of ending wlth a complste wictory for
the Government, the situation should be viewed ceutiously. The maln Com-
munist forces, like those of the Karens, have noi been destroyed and ars
likely to continue proloenged guerrilla warfare. The Govermment, there-
fore, will probably oxperience considerable difficulty in malntaining the
security of its two thin corridors connecting upper and lower Burma. In
addition, the monsocons will hamper Government mopplng-up operations or
any afforts to expand 1ts area of control, Nevertheless, barring further
political upheavals, if the Government does no more than meintain its
present positions until the rains end in October, 1t should be able to re-
sume operations then and regain control of much of the rich rics~growing
areas before the harvest in late November,

INDONESIA

Indonesian Moscow mission completed-~An Indonssian mission to Moscow to
discuss the exchangs of diplomatic missions with the USSR returned to
Djakarta on 15 May. It has been reported that the mlssion®s conversations
with Sovist Forelign Office officials were limited to ths problem of ex-
changing representatives and to Indonesia's primary objJective: Soviet
guarantes that the USSR would offer no objection to Indonesia’s admission
to the UN, Both partiss agrsed that each country should send ons represen-
tative to the other's capital to explore the local housing situatlon and
to make other arrangements for the actual exchange of missiona., A Soviel
verbal assurance of aon-opposition to Indoneslan membership in the UN,
however, was far from the specific commitment sought by the Indonesians.
As a result, leading Indonesian offlclals feel that thelr country should
not accept a Soviet Embassy until ths USI has actually been accepted in
the UN. All membars of thes Indoneslan dslegation privately expressed mar-
kedly unfavorable impressions of Moscow, complalning of high prices, the
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lack of cordiality and surveillance by the police., The two extreme lef-
tist members of the mission were particularly unhappy because their
pockets were picked.

PH PINES

Baguio regional conference—The Baguio Conferenca to discuss the formse
tion of an Asian union will be convensd by President Quirinc on 26 May.,
The outcome of this meeting will indicate in large measure whether a
viable regional association can emerge in the near future despite the
many divergent interests of Far Eastern nations. :

Plans to hold the Conference were begun in August 1949 after UN
Representative Carlos Romulo had extricated Quirino from commitments to
a regional anti-Communist military pact, which had been jointly proposed
by Quirino and CHIANG Kai-shek. Romulo suggested instead that a non-
Communist regional assoclation be formed to promote common interssts and
pressrve fresdom. Quirino accspted Romulo's coneept and assigned him
the task of planning a regional exploratory conference at Bagulo. In
accepting responsibility for presenting the proposal to other Asian na-
tions, Romulo carsfully avolded reference to military commitments. How~
over, it was clear that the Philippine Government hoped Lhat any emergent
consultative machinery would ultimately consider general securlty meas-
ures for all participanta,

Romulo appears to have encountered coneiderabls difficulty in di-
vorcing the revised plan from the military pact proposed in the Quirine-
CHIANG discussions and the date for the Baguio Conference had to be post-
poned sgveral times. India and Australia proved espacially intractable.
- Nehru's desire that India remain a "third force" in the cold war and his
ambition to assert leadership in Asis himself complicated the task of
galning Indian support. On the other hand, Australia's primary interast
that the US be included in any security pact and suspiclon of a geoup
dominated by Asians caused the Australian Government to reject the pro-
Jeet initlally. However, both Indis and Australia, albeit reluctantly,
were finally persuaded to participate, *

The agenda for the Bagulo Conference will be. adopted only after the
conferess meet on 26 May. It is expected that common netional ist senti-
ments may be expressed in dsclaratlions that & greater measure of inde-
pendence should be granted to Indochina. In addition, general diszatis-
faction with the Economic Commisalon for Asia and ths Far Last (ECAFE)
may cause the Conference to be used as s sounding board for aconomic de-
velopment plans, Plans for a cultural exchange program will probably
be discussed and a secretariat may be created to promote such a program
and to facilitate further regicnal consultation. In general, the Confer-
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‘ence will probably stress support of the UN and will carefully avoid
any action which could be Interpreted as alignment either with the
Soviet or Western hloc,

AUSTRALIA
Sydney Conference failure-~The Commormealth consultatlvs conference at ngH

Sydney, which met to discuss the possibility of extending economic aid
to South and Southeast Asia, ended on 19 May an apparent fallure from

the Australian point of view. Fallure by the Australlans to persuade the
conference to adopt their plan constituted a defeat In Australia's at-
tempts to achleve distinction as a leader in Asia. '

The conference had besn called largely as a result of the efforts
of Australian External Affairs Minister Spendar. Spender reportedly at-
tended the conference dstermined to force Comnomwealth agreement on a
three-fold plan for short-range economic aid in Southsast Asia. He pro-
posed the astablishment of a Commonwsalth fund for technical assistance,
emergency relief, and credit arrangements. Although the conference agreed
to eatablish a 53,000,000 storling fund for technical asaistance -- con-
siderably less than Spender recommensded -~ the remainder of the Austra-
lian program proved unacceptable, Non-Asian delegates indicated their
appreciation of the security considerations which undoubtedly were invol-
ved in Australian thinking, but clearly intimated that Australian desires
for immediate ald were based neither upon cogent reasoning nor upon ade-
gquats resources,

NEWS NOTES

Serious student agitation throughout Japan under the pretense of
ngafeguarding the freedom of lsarning® now appsars Lo be part of the cur~
rent Communist anti-Occupation and antd=-US campalgn. Communist-lnspired
student demonstrations at Tokoku and Hokkaido Universities (on 2 and 15
May, respectively) wers directed agalnst Dr. Walter C. Eells, Educational
Advisor to SCAP, who 1s presently on a lecture tour encompassing 32 of
Japan's universities. The spscific target of the student protests iz a
SCAP-approved recommendation by Eells that Communist instructors should
bs expelled from Japan's institutes of higher learning. A general pro-
test strike propossd by the Communist-dominated National Federation of
Students Association for 3 Juns has, however, met opposition from the
Japanese Education Ministry which has warned of "strong steps" should
the strike movement develcp a nation~wlde character.

The recent barter agreement —-arranged by a private import-—expori
firm-- whereby 60,000 tons of Manchurian soybsans are to bs made avall-
able to US Occupation forces in Japsn in exchange for 45,000 bales of

ST
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US cotton released by the Commodity Credit Gorporation, is among the more
interesting developments in the continuing pattern of US trade with Com-
munist China., This contract repreaents the largest single exchange with
a non-Communist country yst to be made by the Chinsse Communists.  If the
imported cotton is not diverted to China proper, where cotton is in &x-
tremely short supply, it will be sufflcient to satisfy the requirements
of Manchurlats 200,000 spindles during the remalnder of 1950.

An average harvest in China during the naxt month can be expected
by the Chirese Communists. While this estimate does not measure uwp o
officiel Communist forecasts of bumper crops this June, it is trus that
most of China has recsived ample rainfall in the last fow months. A num~
ber of destructive factors which are apparently ignored by the Miniatry
of Agriculture have probably offset the good weather to some extent:
(1) ctanding water last fall hampered the sowing of wheat and barley;
(2) starving peasants have been ralding ripening crops in recent weeks;
and (3) northern parts of Kiangsu and Anhwel warse again flocded this
year.

A comnittee of Chinese Communists and Burmese Socialistas was formed
on 1 May in Rangoon with the purpose of establishing a "Sovist~Chinsse-
Burmese Friendship Association.® It 1s quite likely that this organiza~
tion will attempt to unite all pro-Communist groups in the Rangoon area.

In Malaya, the British are continuing their efforts to bolater antd-
bandit operations, Durling the past week new emergancy regulations wers
announced for the Colony of Singapore which will permit a death sentence
for anyone attempting to throw, or found in possession of, & bomb; a
1ife sentence for any person found in the company of such an individual,
and long prison terms for anyone withholding informat ion on the plotting
of such crimes. The period for which persons may be detained was also
extended from two to three years to prevent ths release of those terror-
ists arrested earlier in the campaign.

The Philippine Congress, which adjourned on 18 May, failed to pass
much important legislation. However, what measures it did enact have
created additional problems for President Quirino. The President's emer-
gency powers bill, which absorbed Congressicnal attentlion during the
closing days of the session, was defeated despite Quirino's attempted
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npork barrel® bribe of the lower House and efforts to reconclle his own
Liberal Party opposition in the Senats. Although the budget was passed,
necessary supporting tax measures and public works legislation were not
adopted. Moreover, a special. Senate committee was appointed to investi-
gate Governmental irregularities,
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SECTION III. The Repatriation Issue in Japan

The return of 510,409 Japanese POWs, the relsase of 70,880 others
in battle areas and the retention of over 2,600 for various war crimes
has recently been announced by the USSR as constituting the completion
of the Soviet repatriation program. Almost Immsdiately, the Japaness
press and Government reacted with charges that the USSR has falled to
account for approximately 310,000 additional Japenese POils. Since any
presentation of the controversial repatriation issue == and particular-
ly of the wide disparity in figures - requirss a certain amount of
background, a brlsef review of its history appears psrtinent,

The USSR failed to commance the repatriation of Japanese POWs for
a year after the end of vorld War II. On 19 Decembar 1946, an agreement
was reached betwsen SCAP and USSR representatives, calling for the ro-
turn of 50,000 Japanese POWs per month. Soviet authorities consistent-
ly failed to maintain this rate of return and, during the winters of
'L7 and ‘48, repatiiation ceased complstely, due to "unfavorable clima-
tic conditions®., Various SCAP offers to hasten repatriation —- by pro~
viding shipoing for 160,000 per month or lcaning ice-breakers ~- receiv-
ed no attention, although Soviet propsgandas directed at the POWs blamed
inadequate Japanese Government shipping and provisions for the delay.

A TASS release on 20 May 1949 indicated that, upon ths return of
95,000 more POWs, Japanese repatriation would be completed (except for
some 10,000 being held for war orimes). Subssquently, on 15 December
1949, a spokesman for the Soviet Misslon in Japan advised a delegation
from the National Council for Repatriation of Japanese Natlonals Over-
seas that -~ the 95,000 having been returned -- the repatriation pro-
gram was concluded. The Soviet member of the Allied Council for Japan
refused, that same month, to discuss the 1ssue and boycotted several
subssquont, ACJ meetings until the subject was removed from the agenda,
Between January and April 1950, however, several additlonsl shiploads
of repatriates arrived, despite the unofficial Sovist assurance that
the program was complote.

USSR slowness in repatriation is due to a varlety of reasons, among
which may be: (1) the exploitation of POWs on labor projecte, (2) the
desire to indoctrinats bsfore repatriation, and (3) a low priority for
POWs on the limited Siberian transportation facilities, In any case,
the USSR's tardiness has served to discredit the Jaspan Communist Party.
JOP officials asked the good offices of tha Sovist Mission in 1948,
and, in tho spring of 1949, sent a telegram to the Communist Party of
the USSR, urging speedy repatriatlon, Akthough, more recently, the
Party line has shifted to a claim that ths Japaness Governmant®s figures
are faked, ths repatriation issue has placed JCP propaganda on the de-
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o fensive. The most rscent example has bsen the sc-called "TOKUDA Case",
Several Dist Committees have investigated repatriate charges that TO-
KUDA Kyulechi, Sacretary General of the JCP, requested Sovist authori-
ties not to repatriate reactionary POWs., Despite TASS denial that the
request was ever made, an interim report by the Lower House Examina-
tion Committee adjudged the JCP guilty of interfering with repatria-
tion and TOKUDA guilty of alleged perjury.

As for the "mlssing" repatriates, it 1s possible that Japanese
Government estimates are somewhat wide of the mark, if for mo other res-
aon than the USSR's failure to provide any POW statistics, It is even
more probable, however, that repatriation is indesd nearly complete and
that the discrepancy between Japaness claims and the number of P(Ws re-
patriated is chargsable tc thousands of deaths which the USSR is unwile-
ling to acknowledge bscause of the attsandant adverse reaction both in
Japan and in the gensral non-Communist world,
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